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Sheila Ramos' grandsons, 10 and 13, started crying. They wanted to know where the house was. There 
wasn't one. There was only a tent.  

They had flown from Florida, after Ramos had fallen hopelessly behind on the mortgage for her three- 
bedroom home, to this family-owned patch of rural land on Hawaii's Big Island. There, on a July night in 
2009, they pitched a tent and, with no electricity, started a new life.  

If Ramos were in her 20s, living off the land might be a marvelous adventure. Hawaii is beautiful, and the 
weather is mild. In the nearly three years since she moved here, her family has built a semi-permanent 
tent encampment, and they now have electricity. But it's not how this 58-year-old grandmother, who has 
custody of her three grandchildren, imagined spending her retirement after working for more than 30 
years — nine running her own businesses. She regularly scours the local dump and recycling center for 
items she can salvage.  

The story of how she ended up in a tent is the story of how America ended up in a foreclosure crisis that 
has not ended, that still drags down the economy and threatens to force millions of families from their 
homes. Already, banks have foreclosed on more than 4 million homes since the crisis began in 2007. With 
almost 6 million loans still in danger of foreclosure, 2012 could very well be the worst year yet. Ramos' 
story is remarkable not because it's unique but because it isn't.  

Her story doesn't fit any of the conventional narratives. Ramos is not a helpless victim. She made 
mistakes. But she didn't take out her mortgages to splurge on luxuries or build a new wing for her house. 
She took out her first mortgage to live the free-market dream of starting her own business. She took out 
later mortgages to cope with injuries sustained in a car accident.  

Every step of the way, from her first subprime loan to foreclosure, her downfall was abetted by a 
mortgage industry so profit-driven and disconnected from homeowners that the common interests once 
linking lender and borrower have been severed. The lending arms of the nation's largest financial 
institutions helped plunge the country into crisis through their abuses and blunders, and they responded 
to that crisis with still more abuses and blunders — this time in how they handled people facing 
foreclosure. For subprime borrowers like Ramos, it has been as hard to work their way out of trouble as it 
was easy for them to get the loans that started their downfall. The millions of prime borrowers who 
thought they were doing everything right, only to be caught in a historic wave of unemployment, have 
been forced to endure a similar gauntlet of delays, errors and traps.  

The industry developed tactics of dubious legality — not just robo-signing, which most Americans have 
heard of by now, but an array of business practices, some dating to the 1990s, that were designed to skirt 
the law and fatten profits. The federal and state governments largely tolerated these practices until they 
pushed Ramos into a tent and all of us into the Great Recession.  

Even then, the federal government, facing an electorate bitterly divided over how and even whether to 
help "irresponsible" homeowners, responded in ways that proved ineffective. To be sure, the 
government's efforts were unprecedented, as Obama administration officials have repeatedly insisted. But 
those efforts were also halfhearted. Only recently, after the banks admitted to widespread law-breaking, 
did the government launch a response that might prove commensurate with the calamity.  
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This grandmother's story — outrageous and complex — is our story, the American foreclosure story.  

Living the American dream  

Born Sheila Ferguson, Ramos was one of seven children. The family lived in the small town of Haiku on 
the island of Maui, where her father did maintenance work at state parks. At 17, she married a man she'd 
met in high school, dropped out of school and had two sons, but divorced when she was just 19. She kept 
his surname, Ramos, but wanted a new life. Maui suddenly seemed small and confining, and she wanted 
"to get off the rock," as she puts it. So she took her two sons, aged 2 and 3, and left for Alaska.  

She lived in Anchorage for three decades, building a life with her current partner, David Backus. After 
getting her GED and an associate's degree in cosmetology, she worked in various salons for several 
years, doing women's hair and giving facials. From there, she jumped to selling cosmetics in department 
stores, eventually working her way up to a managerial post at J.C. Penney — a role she loved. "I was a 
typical corporate diva," she says, always impeccably made up and dressed.  

As the years rolled on — she worked at the company for nearly a decade — she gradually became 
disenchanted. When her brother died at 51, she decided "life was too short" to remain in a job she no 
longer enjoyed.  

What came next was another reinvention. Her partner, Backus, was an electrician with a side business 
building large concrete vaults that house electrical equipment. Ramos began dabbling with the concrete, 
mixing and pouring it to make stepping stones for her garden, then planters for small trees. Soon she'd 
taken charge of the business and landed a contract to supply an Anchorage electric company with the 
utility vaults. Working in a small warehouse behind the Anchorage house she shared with Backus, she 
managed two employees as they mixed gravel, cement and water, poured the mixture into 11⁄2-ton forms, 
and moved them to a truck to be delivered.  

Ramos laughs when she recalls the amazement of friends and family at how she'd exchanged business 
suits and high heels for old sweatpants and rubber boots. "It broke my heart to give up those suits," she 
says, but jokes that she'd just traded slinging one type of mud for another.  

She gained custody of her three young grandchildren after one of her sons and his wife were imprisoned 
on drug-related charges. Around the same time, her father had begun suffering from Alzheimer's, so her 
parents moved in. A friend, Elaine Shearer, remembers seeing Ramos working with concrete behind the 
house with a baby carrier on her back. Occasionally, when Ramos had to deliver her product at night, the 
children would join her, sleeping in car seats. Still, the job allowed her to set her own hours and stay close 
to home.  

In 2004, her business took a major hit when another company underbid her and won the contract that had 
been her principal source of income for six years. Soon after, she packed up and decamped to Florida 
with her three grandchildren and her 83-year-old, recently widowed mother, ready for warmer weather 
and another reinvention. Backus remained behind but planned to rejoin the family once he retired.  

On the Gulf Coast, about two hours north of Tampa, lies the community of Pine Ridge with well-kept, 
ranch-style homes, equestrian riding trails, a golf course, tennis courts and a community center. For less 
than $300,000, Ramos bought a 2-year-old house with 2,600 square feet and a swimming pool out back. 
Compared to Anchorage, it was paradise.  

Using the proceeds from the sale of her parents' Hawaiian home, she was able to buy the house free and 
clear. No mortgage, no debt.  

She wanted the freedom she had enjoyed working for herself. So, in the fall of 2004, she took out a 
mortgage on her new house for $90,000 and used the money to buy a local lawn-care business. First by 
herself and then working with one of her sons, she'd mow lawns, cut hedges and blow debris.  

Page !  of !  2 30

https://www.propublica.org/article/printer/the-great-american-foreclosure-story-the-struggle-for-justice-and-a-place-t/single

https://www.propublica.org/article/printer/the-great-american-foreclosure-story-the-struggle-for-justice-and-a-place-t/single


"I love to mow," she says. The business grew to about 40 customers, she recalls. "We were doing good."  

"A little bit more to catch up"  

In June 2005, Ramos was driving a few miles from the house with her mother and all three grandchildren. 
A car pulled out from a side road and crossed her lane. Traveling at 40-45 miles per hour, Ramos couldn't 
stop in time, and her minivan plowed into the other car. Ramos suffered a broken arm and injuries to her 
knee and hip. Her mother and granddaughter, then 10, injured their backs. Her car, little more than a year 
old, was wrecked. The police report puts the blame on the other driver, a woman who was 19 years old at 
the time and visiting from New Jersey.  

In a single moment, Ramos had lost her car and ability to work. Customers dropped off one by one. Soon, 
the mortgage payment of $790 per month that had seemed well within her means became a burden. She 
began running up debt on her credit cards. About six months after the crash, she remembers, she fell 
behind by one mortgage payment.  

Collection agencies began to hound Ramos. When Shearer visited her friend, "I would hear the calls 
coming in. It gets to a person after a while. I did see Sheila being worn down." The women had been 
friends for two decades, but "this was the first time where I heard her calling me and crying and saying, 
'Elaine, I don't know where to go, I don't know what to do.'"  

It was around the holidays, Ramos recalls, when a postcard came from Equity Trust Mortgage, 
proclaiming her eligible for another mortgage. She threw out that postcard, but the company ran classified 
ads at the time under the headline "REFINANCE NOW, LOW RATES" and promising, "Aggressive 
Programs: Fast Approvals, Fast Closings. Programs from good to poor credit. Non-income OK, limited 
credit OK. We can tailor a program for you. Call 24 hrs."  

Ramos remembers thinking, "Maybe I'll just get a little bit more to catch up." She landed a $140,000 
mortgage and paid off the $90,000 one she had used to launch her business.  

Before moving to Florida, she'd never taken out a mortgage, she says, and was inclined to trust the 
mortgage broker, Stan Petersen, who ran Equity Trust Mortgage. He assured her it was OK, she recalls, 
and she didn't pay much attention to the details when she signed the paperwork.  

After the old loan and numerous fees were paid off, the new loan brought her enough to buy a car and 
pay off her other debt but little else, she says. Then there was the monthly payment: It started at $1,150, 
more than the one on her last mortgage, which she hadn't been able to pay. She swore off credit cards. 
Still, she says, the new mortgage left her "just surviving."  

It was a subprime loan, so the worst was yet to come. After two years, the initial fixed interest rate of 9.25 
percent would switch to an adjustable rate. It could never dip below the initial rate but might rise as high 
as 14.25 percent. If Ramos attempted to escape the loan by refinancing or selling the house before the 
rate hike, she'd be liable for a penalty of about $5,000.  

Around this time, one of her sons wanted to live on his own. So, five months after getting her new 
mortgage, Ramos took out another $28,000 loan against her home to purchase a trailer for him. It didn't 
add to her expenses because her son made the monthly payments.  

But Ramos was doing what so many Americans did at that time: using her home as an ATM as the 
frenzied buying of the bubble years raised the value of nearly every house in the country. From 2004-06, 
American homeowners extracted nearly $1.5 trillion out of their homes, providing a huge boost to the 
economy. While a lot of that money went to general consumer spending, particularly home improvements, 
the largest amount went to pay off other debt. Ramos was typical in using the money from her various 
mortgages to keep her head above water. Many also used the funds, as she'd done, to start a business.  
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At this time, she, her mother and granddaughter were still being treated for their injuries. She'd hired a 
lawyer to pursue a settlement with the other driver's insurance company, but that was dragging on. After 
working for more than 30 years, she was convinced it would be just a little bit longer before she was 
healthy and back at her business. Instead, she began falling behind on her payments again.  

To stay afloat, Ramos borrowed from friends and relatives, which weighed on her, her friend Shearer 
says. "She was never one to owe anybody anything before."  

Ramos would get occasional calls from Petersen, her mortgage broker. "He was like my best friend," she 
recalls. "He'd say, 'Hi, Sheila, how are you doing?'" He knew about the car accident and that she was 
struggling, she says. But when she asked whether she should just put her house up for sale, she recalls, 
he said there was no need because she could get yet another loan, one that would allow her to pay off 
her current ones plus give her some money to make the first payments on the new loan. That would tide 
her over until she got the accident settlement and could work again. "We'll send an appraiser out, and 
we'll get you this loan," she remembers Petersen saying. "‘You've got plenty of equity, don't worry.'"  

!  
The three-bedroom home in Florida that Ramos lost to foreclosure. (Paul Kiel/ProPublica)  

Less than a year after her first big refinance, her second major loan was much larger: $262,000. Her 
home, however, had been appraised at $403,000, which, if true, meant that it was gaining about $40,000 
in value every year. Seen that way, the loan seemed almost conservative.  

As with all her other dealings with Petersen, she recalls, he himself did not appear; instead, a woman 
came in the evening with a stack of papers. Ramos remembers that the woman was running late and 
hurriedly prompted Ramos to initial or sign her way through. The whole whirlwind ceremony at her kitchen 
table, she says, took about 15 minutes. 

The new loan was also an adjustable rate mortgage, and her initial monthly payment was about $2,200 
per month, nearly triple that of her first mortgage.  

To make those payments, she recalls, Petersen had told her she could use the proceeds from the 
refinance. After paying off her two previous mortgages, the penalties for paying them off early and various 
loan fees, she would receive $65,000 in cash.  

As Christmas approached, the money had yet to arrive. On Dec. 19, Ramos overdrew her checking 
account twice when she made two debit-card purchases — for $9.09 and $7.50 — at a Winn-Dixie 
supermarket. The two overdraft fees came to $66. The next day, a $37.50 check and a $35.66 charge at 
Kmart cost her $66 more in overdraft fees. A day later, a $9.95 purchase brought another $33 overdraft 
fee.  

But that day — Dec. 22 — the $65,000 finally landed in her checking account, and it was a new day.  
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She repaid friends and relatives from whom she'd borrowed thousands. Her bank records show she 
caught up on her taxes, her cable, internet and utility bills. She got her car fixed. She bought Christmas 
presents. She took her grandchildren to a resort near Disney World "to give them a treat because they'd 
been so stressed," she recalls.  

Within two months, about $30,000 was gone. Looking back today, she can't remember where it all went: 
"It seems like a dream."  

The Wall Street mortgage machine  

Ramos signed the papers for her $262,000 mortgage in December 2006. She didn't know it, but she was 
riding the last wave of the subprime boom.  

Arranged by her local broker, Petersen, the loan was made by a nationwide subprime lender called 
Mortgage Lenders Network USA. Months earlier, the company, then the nation's 15th-largest subprime 
lender, had broken ground on a $100 million, 300,000-square-foot headquarters building in Connecticut. 
But less than two weeks after issuing Ramos' loan, the company stopped funding new ones. It soon 
furloughed employees. By February 2007, it had declared bankruptcy.  

Before it collapsed, Mortgage Lenders Network sold Ramos' loan to Wall Street. The buyer was Merrill 
Lynch, which bundled it with 6,282 other mortgages totaling $1.4 billion and packaged them into a 
security, the "Merrill Lynch Mortgage Investors Trust, 2007-MLN1." Investors were invited to buy different 
classes of the security, arranged from least to most risk. Most of the mortgage loans, like Ramos', had 
been made to borrowers with poor credit histories. Nevertheless, the credit-rating agencies Moody's and 
Standard & Poor's gave AAA ratings to the security's safest classes, meaning they were supposedly 
investments of the "highest quality, with minimal credit risk."  

The 326-page offering document does include warnings. On page 17 it says, "In recent months, 
delinquencies and losses with respect to residential mortgage loans generally have increased and may 
continue to increase, particularly in the subprime sector." What's more, most of the loans, like Ramos', 
had adjustable rates that might jump after two years, which could lead to more defaults and foreclosures. 
Also, a decline in housing prices could make it impossible for borrowers to sell their homes or refinance, 
trapping them in foreclosure. And most of the loans went to people with poor credit.  

It goes on. Many subprime lenders like Mortgage Lenders Network were struggling or failing because 
their loans were performing so poorly. They were also being accused of fraud, the document says, though 
it just notes the general trend and doesn't say that Mortgage Lenders Network faced that charge.  

Despite those caveats, the document asserted that the loans in the pool had been made according to 
reliable underwriting guidelines, meaning the borrowers' history, assets and income had been carefully 
reviewed by Mortgage Lenders Network. "The consumer's ability to pay is of primary importance when 
evaluating applications," it said. Still, Merrill Lynch could not "provide any assurance that MLN had 
followed the stated guidelines with respect to the origination of any of the Mortgage Loans."  

The security found buyers, including the government-backed mortgage behemoths Fannie Mae and 
Freddie Mac. In a federal lawsuit filed in September 2011 against Merrill Lynch, the federal agency 
overseeing Fannie and Freddie claimed the companies were swindled when they purchased the pool that 
included Ramos' loan (and 87 other securities sold from 2005-07). Merrill has denied wrongdoing.  

As in dozens of other cases filed in recent years by investors in subprime securities — often pension 
funds that were looking for safe, AAA-rated investments — the suit argues that the mortgages were worse 
than the offering documents represented them to be, leading to large losses.  

According to the complaint, the appraisers, working with lenders and brokers, inflated the value of homes. 
In the case of Ramos' pool, the suit claims that more than a quarter of the loans exceeded the value of 
the homes, while the offering had said that none did. The offering also misrepresented the number of 
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properties that were actually investments, not primary residences, the suit says. Those are seen as riskier 
loans because the borrower is likelier to abandon the property.  

Then there's the issue of how much money the borrowers were making. While subprime loans were by 
definition given to people with poor credit histories, those borrowers were supposed to have sufficient 
income to make their payments. But, the suit charges, many didn't. Lenders and brokers often failed to 
verify the borrower's income or just made it up.  

Sheila Ramos' loan was arranged by Petersen, her broker. Mortgage brokers were the ground troops for 
the subprime boom. More than 200,000 people began work as mortgage brokers during the boom, 
according to the Financial Crisis Inquiry Commission's report. Not only did they steer a borrower to a 
certain lender, they typically prepared the paperwork for the loan. They often purported to be acting in the 
best interests of the borrower, but they had a financial incentive to steer their customers to more 
expensive loans. Their compensation was often tied to the interest rate; the higher the interest rate, the 
more they were paid.  

And they had no long-term stake in the loan: "For brokers, compensation generally came as up-front 
fees," states the FCIC report. "So the loan's performance mattered little."  

Fraud was widespread in the industry.  

Petersen's company had a big payday for originating Ramos' loan, according to the loan documents. 
From Ramos, the company received $8,200 in fees just for setting up the loan. But Petersen also got 
$5,238 from Mortgage Lenders Network for originating a high-interest-rate loan. The company collected a 
total of $13,438.  

Petersen's haul was big even for the boom years. Back then, brokers commonly earned about $10,000 
for subprime loans the size of Ramos', says Fred Arnold, a director of the National Association of 
Mortgage Professionals. Rules enacted since the housing crash — particularly by the Federal Reserve — 
have since restricted how brokers are paid.  

Ramos says she clearly explained her situation to Petersen: that she wasn't working because of her 
injuries and that her family was making do with her mother's Social Security payments and what little 
other income they could muster. Petersen had the opportunity to verify her meager earnings. The 
mortgage file, reviewed by ProPublica, includes an authorization form allowing Petersen to examine 
Ramos' bank statements and tax returns.  

Fifteen months later, when she was facing foreclosure, Ramos began to investigate the facts of her loan. 
She requested her loan documentation from Petersen's office, which provided it. She says she was 
shocked to find that her loan application listed her income as $6,500 per month.  

The application, reviewed by ProPublica, includes other inaccuracies. It lists her as actively self-
employed, but her business had fallen apart by that point. It also states that she was not currently 
delinquent on any mortgage even though Petersen's company, according to the loan file, had reviewed 
documentation showing that she was.  

She called Petersen, she says, and asked why he'd falsified her income. She recalls his answer: "‘Well, 
you got your loan, didn't you?'"  

It was "extraordinarily common" for homeowners who took out mortgages during the boom to be later 
surprised by what their mortgage brokers had put on their loan applications, says Robert Bridges, a 
former mortgage loan auditor. His job was to check mortgage files and call homeowners who'd fallen 
behind on their mortgages to see whether there were any misrepresentations on the loan application. 
Over the past several years, he's investigated thousands of cases on behalf of mortgage insurance 
companies that wanted to make sure they didn't pay out on any improperly issued loans. Often, Bridges 
says, he'd tell a homeowner how much income the loan application said they were making. "They'd go, 
‘What? Where'd you get that number? If I made that much money, I wouldn't be in this situation.'"  
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After Ramos found that her income had been misstated, she complained to everyone she could think of. 
She sent letters and emails to the FBI, the Florida governor's office and the state's Office of Financial 
Regulation. "My stated income was falsified and none of the information I gave him was confirmed," said 
her 2008 letter to the FBI Mortgage Fraud Division. Then, echoing what Bridges said he had heard from 
so many homeowners, Ramos wrote: "He stated my income at 6,500 per month. If I had this I would not 
need a loan."  

Reached on his cell phone, Petersen declined to comment, saying only that "the company's closed." He 
has not been charged with a crime.  

Neither Mortgage Lenders Network nor any of its executives have been charged with a crime, either. But 
in an unusual court filing, federal prosecutors have confirmed the company's practices are under 
investigation. In early 2011, the trustee overseeing the liquidation of the company proposed, as a cost-
saving measure, destroying a warehouse full of mortgage files. The Justice Department objected, arguing 
that the files shouldn't be destroyed until investigators had had a chance to thoroughly review them. The 
company's "loans are the subject of many ongoing investigations," said the submission to the bankruptcy 
court. Representatives for the defunct company declined to comment.  

The mortgages bundled into "Merrill Lynch Mortgage Investors Trust, 2007-MLN1" have not fared well. As 
of October 2011, about 40 percent of them had been foreclosed on, as shown in the chart below, taken 
from investor reports. Another 21 percent of the borrowers are behind on their payments and facing 
foreclosure.  

How Homeowners Are Faring 
in the Security that Includes Ramos' Mortgage 

!  

Sources: Deutsche Bank trust reports, ProPublica analysis  

Moody's and S&P now rate the safest classes of the security — once judged as having "minimal" risk — 
as having "very high" risk. It's a junk bond.  
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Similar securities have also fared poorly. Among the 88 Merrill Lynch securities targeted by the Fannie 
Mae and Freddie Mac lawsuit, all have high rates of foreclosure and delinquency. When the suit was filed 
last fall, on average, a little more than half of the homeowners had either already lost their homes to 
foreclosure or were in danger of doing so.  

The collapse of hundreds of securities like these precipitated the 2008 financial crisis and plunged 
America into the Great Recession.  

  
The mortgage servicing industry  

One day in the mail, Ramos received a notice that she had missed a mortgage payment. The notice came 
from a company she'd never heard of, Wilshire Credit Corp. "I was confused," she says, because she'd 
sent her payments to her lender, Mortgage Lenders Network. Why was this other company, Wilshire, 
suddenly asking her for payments?  

In a bygone era, the bank that made the loan held onto it and collected the payments. In today's system, 
that's rare. Instead, the job of actually dealing with homeowners and collecting loan payments falls to 
mortgage servicers.  

Serving homeowners is decidedly not the mortgage-servicing industry's focus. Servicers rarely have a 
stake in the loan itself. They are middlemen, collecting payments from homeowners, keeping a small cut 
and passing the bulk to investors. They make money keeping costs low. Hiring employees to speak to 
borrowers about avoiding foreclosure, for example, increases costs and diminishes profits. So, in general, 
servicers make money by providing as little service to homeowners as possible.  

During the housing boom, the industry underwent a dramatic consolidation. In 2004, the 10 largest 
servicers handled about a quarter of the country's mortgages. By late 2008, the five largest handled about 
60 percent. It was a high-volume, low-cost business that boiled down to processing payments. Interaction 
with the customer was minimal and, when it did occur, involved call-center employees who often made as 
little as $10 per hour.  

That model hummed as long as relatively few people fell behind on their mortgages. With the housing 
crash and ensuing recession, everything changed. Delinquent homeowners stopped sending their 
monthly checks, so instead of processing payments that had come in like clockwork, servicers suddenly 
had to shoulder the much more expensive tasks of making collection calls, considering the homeowner 
for some sort of modification or payment plan, and seeking foreclosure if the homeowner fell far enough 
behind.  

Servicers were unprepared. Their employees lacked sufficient training, and there were too few of them. 
They lacked proper equipment and relied on outdated computer systems. And there was little financial 
incentive to spend time working with customers. Handling a delinquent loan costs the servicer more than 
10 times as much as a loan on which the borrower is making the monthly payments, according to an 
estimate by federal regulators.  

Just as Ramos didn't know that Merrill Lynch had bought her loan and then sold it to investors, she also 
didn't know that Merrill Lynch had selected its own subsidiary, Wilshire, to collect her payments. A small 
servicer based in Beaverton, Ore., with about 800 employees at the time, Wilshire specialized in handling 
subprime loans.  

In the offering documents for the security that included Ramos' mortgage, Merrill Lynch assured investors 
that homeowners would be in good hands. Wilshire had ample experience with borrowers who were 
"experiencing financial difficulties." Their employees were hands-on, prepared for "substantial personal 
interaction with the obligors to encourage them to make their payments timely, to work with them on 
missed payments, and to structure individual solutions for delinquent obligors."  
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Typical for mortgage servicers, those phone calls would come from the company's collections 
department. At the same time, homeowners would hear via letters and phone calls from Wilshire's "loss 
mitigation" team, which was charged with deciding whether to foreclose or pursue a "viable workout 
opportunity." The offering documents give little detail on how foreclosure might be avoided. However, the 
company said it would be quick in deciding to foreclose if necessary.  

Ramos, of course, had taken out the loan because she was "experiencing financial difficulties." The loan 
had bought her time, but how much? She was still injured and unemployed, leaving next to no income for 
the household, which was now saddled with a $2,200 monthly mortgage payment. Her checking account 
went one way: down, month after month. By the middle of 2007, little more than half a year after the 
$65,000 had landed in her checking account, the money was gone.  

Nevertheless, she had hope. She'd taken in an elderly family friend with Parkinson's disease to take care 
of alongside her mother, and his Social Security payments provided a little additional income. One of her 
brothers had also moved in after discovering he had leukemia. He agreed to help with the payments while 
he underwent treatment. She started housecleaning because, even with her weak left arm, she could do 
that work: She and her teenage granddaughter labored together for the few clients she was able to find. 
Altogether, she figured, it might be enough to make the mortgage and get by. Her lawyers also had finally 
launched a suit over the car accident, and she was hopeful they'd win some extra damages beyond 
paying for her treatments.  

But she was continually falling behind and catching up, a pattern that began even before the loan funds 
had run out. She says she often thought she'd made a timely payment only to find that Wilshire 
considered it overdue. Late charges and other fees made her climb steeper. The company's employees 
often called and pressed her to make her payments, but she says no one could clearly explain the reason 
for certain charges or what she needed to do to catch up.  

Ramos had entered the maddening, Kafkaesque maze of dealing with servicers. Her complaints echo 
those of consumer advocates and tens of thousands of borrowers who say servicers routinely lost 
documents, didn't answer questions, kept homeowners on endless hold or transferred them to people 
who knew nothing about their situations. Indeed, servicer errors have often made bad situations worse, 
sometimes even pushing borrowers into foreclosure. The accounting problems have been exposed in 
bankruptcy proceedings, which can force servicers to disclose exactly how they handled loans. 
Bankruptcy judges, who sometimes get so angry they scold servicers from the bench, have penalized 
companies for improperly processing payments, attempting to collect money they're not owed and 
charging unwarranted fees.  

"Everyone gave me the runaround," Ramos recalls. When she tried to get answers, she often found 
herself being transferred to this or that person, only to end up leaving a voice-mail message for someone 
she knew wouldn't call her back.  

"You just don't understand how hard she worked at this," says Shearer, her friend, who recalls watching 
Ramos spend hours on the phone. "Nobody knew anything, and they'd pass you from one person to the 
next. It just seemed like she never could get the horse by the tail."  

After nearly a full year of falling behind and catching up, Ramos tried to make a payment in March 2008, 
but Wilshire refused it. At the time, she was less than a month behind, according to payment records kept 
for investors in the security. But Ramos remembers being told that she was too far behind on her 
payments to make any more and that she should expect to hear from another Wilshire employee about 
what would happen next. Ramos had reached the brink of foreclosure. She reached out for help from 
housing counseling nonprofits. "My loan company will not work with me Please Please help me save our 
home," she wrote to one.  

A win-win  

Ramos was part of a growing wave of defaults. Housing prices had been tumbling for more than a year 
after peaking in 2006, meaning that many delinquent borrowers could no longer sell their homes to get 
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out from under their debt, because their homes were now worth less than they owed. For a subprime 
servicer like Wilshire, the downturn meant that nearly half of the subprime loans it handled were 
delinquent.  

That was a problem for lenders, for the Wall Street banks that had bought such loans, for the investors 
who'd purchased securities Wall Street concocted out of these loans, and, of course, for borrowers who 
were losing their homes, their savings and their creditworthiness. For policymakers, the solution was 
clear: Get struggling homeowners into affordable loan modifications.  

To be sure, modifying a loan by reducing the interest rate, for instance, would mean a loss — or lower 
profit — for the investor. But if foreclosure was likely to result in even higher losses, then a modification 
was preferable. Given plummeting home values, a modification would often save the investor money. It 
seemed like the ultimate win-win.  

The earliest governmental program had a modest aim: to make sure the servicer merely considered a 
modification before pursuing foreclosure. In October 2007, President George W. Bush's administration 
launched the Hope Now Alliance to provide a forum for servicers and housing counselors to 
communicate.  

"The first step to avoid a foreclosure was for the servicer and borrower to talk to one another," wrote 
former Treasury official Phillip Swagel in a 2009 narrative of the financial crisis, "but this was not 
happening in a surprisingly high proportion of instances — some estimates were that half of foreclosures 
started without contact between borrower and lender or servicer."  

So, at the administration's prompting, servicers backed the launch of a hotline (888-995-HOPE) that 
homeowners could call to speak with a housing counselor, and the companies agreed to send notices to 
delinquent borrowers about it. President Bush himself recorded a public service announcement 
encouraging homeowners to call.  

But even if a homeowner contacted a counselor and qualified for a modification, there was no 
requirement that the servicer offer one. In fact, there were no requirements at all for servicers. The 
alliance was administered by the Financial Services Roundtable, a powerful banking industry trade group 
and headquartered in its offices.  

Loan modifications were indeed a win-win for everyone — except the servicers. And it was the servicers 
who were the deciders. They determined whether homeowners like Ramos got loan modifications.  

Servicers earn their main revenue through a small fee for handling each loan, usually between .25 and .5 
percent of the principal each year, depending on the type. (Riskier loans like Ramos' netted more.) But 
servicers have another big income stream: penalty fees and foreclosure-related charges.  

Ramos' case shows how lucrative such fees could be. If Ramos had made all of her payments on time, 
Wilshire would have received only about $1,300 (.5 percent of her outstanding principal) in the first year 
of handling her loan. But if Ramos was more than 10 days late with a payment, it generated a late charge 
of 10 percent of the overdue payment — in her case, about $220. That amount would then be due on top 
of what she owed.  

Experts say these terms were especially punitive even for subprime loans, which typically gave borrowers 
more time and penalized them less for being late. While Ramos no longer has records showing how 
much she paid in late fees, an August 2008 breakdown by Wilshire of unpaid charges on her account 
shows outstanding late fees of $770 and a returned check charge of $50 — an extra $820 on top of its 
base of $1,300.  

If Ramos or other troubled homeowners could somehow scrape together the money to pay such fees, 
great. But the true genius of the business model is that it didn't matter whether borrowers could pay the 
fees. If a homeowner went bust and the house was sold through foreclosure, no problem. The 
securitization contracts ensured the servicer was first in line to collect.  
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Ramos shows a breakdown by Wilshire of unpaid charges, including 
outstanding late fees of $770 and a returned check charge of $50. 
(Paul Kiel/ProPublica)  

It was a virtually fail-safe income stream. In 2008, Ocwen, a 
subprime servicer similar to Wilshire, received about 19 percent of 
its mortgage- servicing income from such fees. In fact, some 
servicing executives assured analysts that mounting delinquencies 
would actually help their companies.  

David Sambol, chief operating officer for Countrywide, then the 
country's largest subprime lender and servicer, pitched this idea to 
stock analysts during a fall 2007 earnings call. His company, he 
claimed, would benefit from "greater fee income from items like late 
charges" and the company's "counter-cyclical diversification 
strategy" of running businesses involved in foreclosing on homes, 
such as property inspection services. As more and more 
homeowners ran into trouble and then foreclosure, the servicer 
could count on more short-term income, not less.  

In 2010, the Federal Trade Commission sued Countrywide, 
accusing it of a widespread scheme to profit from delinquencies and 

foreclosures by hitting homeowners with bogus or marked-up charges. Countrywide settled the suit 
without admitting any wrongdoing. It agreed to stop overcharging borrowers and pay $108 million to 
consumers who'd been affected.  

Compared to Countrywide, Wilshire was tiny and hasn't been charged with wrongdoing. But the larger 
economics were the same: If Ramos kept paying, Wilshire made money. If she lost her home, Wilshire 
made money.  

The one option that didn't make financial sense for servicers was spending money on staff and equipment 
to make sure that homeowners like Ramos were adequately reviewed for modifications. Trained 
employees would have to spend valuable time analyzing the borrower's situation and, in effect, re-
underwrite the loan. Worrying too much about unnecessary foreclosures would cut into servicers' profits. 
Servicers also worried that investors might object to cutting homeowners' payments and sue to recoup 
any supposed losses. No forum for servicers and borrowers to "talk to one another" was going to change 
the fundamentals of the servicing industry: Collect payments or foreclose.  

In the rare event that a homeowner did receive a modification, it didn't typically lower the homeowner's 
payments, according to a 2008 report by federal banking regulators. About a third of the modifications 
granted in 2008 actually made the payments go up, because all the servicer had done was lump the 
arrears and fees into the principal and then amortized the new, higher balance over the life of the loan. 
About a quarter of the time, the payments stayed the same, and only about 42 percent of the time did 
they actually go down. As a result, most modifications merely delayed foreclosure. By the end of 2009, 
according to regulators, more than two-thirds of the homeowners who'd received modifications in 2008 
had fallen behind again.  

In 2008, Merrill Lynch, Wilshire's corporate parent, reacted to the downturn not by expanding but by 
freezing hiring at Wilshire. No new staff was added, and departing employees were replaced by temp 
workers, many of whom had scant experience in the mortgage industry. For Merrill, the logic was clear: 
The bubble had popped; investors were no longer willing to buy packages of subprime loans, so there 
would be few if any new loans for Wilshire to handle. So what if most of the old loans would now require 
far more time and effort? Wilshire would just have to make do with the staff it had.  

"Dear Valued Customer"  
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It was through the HOPE Now hotline that Ramos found a housing counselor with Consumer Credit 
Counseling Service, a large Atlanta-based nonprofit that has since changed its name to CredAbility. She 
went through all her income and expense information, and the resulting worksheet, prepared by the 
counselor, shows Ramos with monthly income of $4,700, which was enough to cover her regular monthly 
mortgage payments (not including fees) as well as her living expenses with about $300 left over.  

The counselor told her she was a good candidate for a mortgage modification, meaning that it would not 
only help Ramos but be in the best financial interest of the investors. Here was a case of that win-win. 
With home prices plummeting, kicking Ramos out of her home meant a certain loss for investors. Even a 
generous modification would likely cost them less. All that was required was for the servicer to put its own 
interests — maximizing fees and minimizing costs — to the side.  

Studies have shown that homeowners working with counselors have fared better than those working on 
their own (a low bar to clear), but counselors have often complained that they spent a lot of their time just 
trying to get homeowners' applications acknowledged and reviewed. Delays and lost documents have 
been the rule.  

So it went with Ramos and her counselor: Their major hurdles were logistical — getting someone, anyone 
from Wilshire on the phone and getting that person to acknowledge receipt of documents that they had 
sent to the company. Ramos' counselor sent the same documents several times, Ramos remembers. 
Even though  

Wilshire was a member of the HOPE Now Alliance, Ramos remembers a Wilshire employee telling her 
that there was no need to go through a counselor: She could simply contact the company directly — 
which, of course, she'd had no luck doing.  

Ramos knew she couldn't rely on Wilshire for help. In the months that passed while she waited for an 
answer to her application for a modification, she looked for other options. She listed the home for sale 
with the help of a friend who offered to waive her commission if it sold, but there were no takers. She 
began searching for a homeless shelter in the area that could take all seven people in the house if they 
were suddenly evicted, but found that no shelter could.  

She got help from neighbors. One day, during one of her many conversations with Wilshire employees, 
she recalls that an employee told her the company might allow her to resume making payments if she 
made a lump-sum payment of around $5,000. She told one neighbor, Dave Shea, about the offer, and 
Shea decided to make the rounds in the neighborhood asking for donations.  

"I knocked on a lot of doors," Shea said. "I know a lot of folks."  

He told them their neighbor was facing foreclosure and needed help getting caught up. One by one, they 
handed over $50, $100, sometimes several hundred dollars. It wasn't a hard sell, he says. "These people 
are just willing to help."  

Eventually, he delivered about $5,000 to Ramos. Elated, she went with her brother to his credit union to 
deposit the money and convert it into a cashier's check, she recalls. Wilshire, as do many servicers with 
delinquent homeowners, required payment with guaranteed funds. They mailed it off, hopeful they'd finally 
stopped the snowballing growth of her debt, she says. But where those funds went — whether they were 
deposited and not applied to her mortgage or simply lost — she still doesn't know. How servicers handle 
payments is often a mystery to homeowners, who often complain that they're lost or misapplied.  

On July 12, 2008, Ramos got her first clear response to her efforts to catch up: a summons. "A lawsuit 
has been filed against you," it said. Wilshire had decided to foreclose.  

Ramos' chances for a modification at Wilshire, it turns out, were dismal. In 2009, as part of a report on 
Wilshire's servicing performance, the credit-rating agency Fitch analyzed how people in Ramos' situation 
— subprime borrowers who were delinquent in early 2008 — had fared. A year later, only about 12 
percent had either caught up on their payments or managed to pay off their loans (mostly through selling 
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or refinancing). The rest — fully 88 percent — had already lost their homes, were in the foreclosure 
pipeline, or were still behind and likely destined for foreclosure.  

Bank of America spokesman Rick Simon, speaking for Wilshire because the bank later acquired the 
company, says the servicer had reviewed Ramos numerous times for some sort of foreclosure alternative. 
Back in February or March 2008, there had been "a discussion of setting up a formal six-month payment 
plan," he says, but Ramos hadn't agreed. Ramos has no memory of such a conversation.  

The payment plan was Wilshire's preferred solution to delinquency in 2008, according to a Moody's 
report, and a favorite industry tool: The servicer simply tacked missed payments and fees onto regular 
payments. The result, of course, was even higher payments for the struggling borrower.  

Three months later, in June, Simon says, Wilshire declined Ramos' application for a modification. The 
company then reviewed her for another payment plan but rejected that, too. Simon declined to provide 
the reasons for the denials or evidence that Ramos had been notified. Ramos, for her part, doesn't 
remember ever hearing about any of this before she was sued.  

Instead, almost a week after Wilshire launched a foreclosure suit, it sent her a letter, which read in full:  

Dear Valued Customer: 

In connection with the above referenced loan, Wilshire Credit Corporation ("Wilshire") has reviewed your 
request for a MODIFICATION. Please be advised that after careful consideration, Wilshire has declined to 
approve your request. 
If you have any questions, please contact us at our toll-free number above.  

Sincerely,  
Loan Workout  

The bailout  

It was in 2008 that the full force of the foreclosure crisis hit. Housing prices went into free fall — by year's 
end, Tampa home prices had tumbled about a third from their peak. Foreclosures skyrocketed, rising 
about 80 percent from 2007. In September, the investment bank Lehman Brothers went bankrupt, and the 
beating heart of the financial system seized up.  

"I felt that this is something like I've never seen before, and the American public and Congress don't fully 
understand the gravity" of the crisis, legendary investor Warren Buffett recalled in a 2009 interview with 
The Wall Street Journal. "I thought, we are really looking into the abyss."  

Ramos reviews a court document. (Paul Kiel/ProPublica)  

Though the crisis had spread far beyond real estate, 
mortgages like Ramos' — bundled, sold, bundled again, 
insured and insured against — were the absolute epicenter. 
Banks and insurance companies carried billions of dollars of 
mortgage- related assets on their balance sheets, and those 
assets were plunging in value by the day. Yet, HOPE Now, with 
its goal of encouraging homeowners and servicers merely to 
communicate, was still the government's chief effort to stem 
the damage.  

For reformers, the near collapse of the financial system and 
the ascension of an energetic new president whose party 
controlled both houses of Congress provided an opportunity to 
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act boldly. Until that point, the idea of using taxpayer dollars to stem foreclosures — supported by some 
Democrats and economists in the Bush administration's Treasury Department — had been a political 
nonstarter because of the perception that it would reward irresponsible behavior. But in October, 
Congress passed legislation creating the $700 billion Troubled Asset Relief Program, more commonly 
known as TARP or simply "the bailout."  

The TARP plan, formulated by Bush's Treasury Department, was for the government to buy up the 
"troubled assets," mainly those securities backed by mortgages that were defaulting in droves. Democrats 
agreed but pushed for a clause that would mandate the government to modify the loans contained in the 
assets it purchased. With the government as the dominant owner of the assets, the thinking went, it would 
be in a position to dictate how they were handled. After the bill passed, the stage seemed set for the 
government to rescue not only the country's largest financial institutions but also millions of homeowners.  

Less than a month after the bill passed, Treasury Secretary Hank Paulson changed course. Buying up the 
assets would be too complicated and take too long, he decided. The financial system needed quicker 
intervention. So, the Treasury Department invested directly in the banks. Along with the billions being 
loaned daily by the Federal Reserve, the move stopped the economy's free fall. But it did nothing to 
address foreclosures.  

Obama's options  

In the wake of that decision, two broad alternatives emerged. 
Federal Deposit Insurance Corp. Chairman Sheila Bair, appointed by Bush, had been agitating since at 
least 2007 for modifications. Now, she proposed a system of incentives to make affordable modifications 
more attractive to servicers and investors. Using a $24 billion pool of TARP funds, the FDIC would pay 
servicers $1,000 for each modification. That money would help offset the costs of evaluating the borrower 
and compensate the servicer for forsaking the quick returns from foreclosure. The FDIC would also 
provide insurance on any modified loans by sharing the loss if the homeowner defaulted again and ended 
up in foreclosure. For investors, Bair thought, modifying loans through the program would be a no-brainer, 
and they would lean hard on servicers to push them through. Many Democrats supported the idea.  

If the FDIC plan was about dangling carrots, the other option was all stick. Called "cramdown," it relied on 
bankruptcy courts to force a modification on investors and servicers.  

Current law allowed judges to slash credit-card and other kinds of debt (even mortgages on second 
homes), but the debtor's primary mortgage on a principal residence was off limits. That's why Ramos 
hadn't declared bankruptcy. She didn't have much debt outside of her mortgage, so at most, declaring 
bankruptcy might have slightly delayed her foreclosure.  

But if the law were changed, then bankruptcy might have made sense for Ramos. A bankruptcy judge 
would have assessed her financial situation and the true market value of her home. If the judge found 
Ramos had enough income to keep the home, then he could cram down her debt by reducing the interest 
rate, the principal, or both.  

In fact, the carrot of incentives and the stick of forced modifications probably worked best together: The 
threat of a bankruptcy judge stepping in would provoke servicers to modify loans. "That was always the 
thought, that judicial modifications would make voluntary modifications work," says North Carolina Rep. 
Brad Miller, one of several Democrats who were pushing cramdown legislation.  

Republicans and the banks vehemently opposed cramdown. "It undermines the foundation of the 
capitalist economy," says Swagel, the former Bush Treasury official. "What separates us from [Russian 
leader Vladimir] Putin is not retroactively changing contracts."  

Banks, of course, didn't want a third party slashing their loans and potentially costing them billions in lost 
interest and write-downs. "Every now and again an issue comes along that we believe would so 
fundamentally undermine the nature of the financial system that we have to take major efforts to oppose, 
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and this is one of them," Floyd Stoner, the head lobbyist for the American Bankers Association, told an 
industry magazine.  

Democrats tried and failed to include cramdown in the TARP legislation, in part because then-presidential 
candidate Barack Obama, who was leading in the polls and was consulted by Congressional leaders, 
thought something so controversial might "cloud this thing with partisan politics," as he put it, and imperil 
the bill's passage.  

But cramdown's backers remained optimistic. After all, Obama had campaigned on it and, shortly after 
rejecting the idea of including it in the TARP, had called it "the right thing to do, to change our bankruptcy 
laws so that people have a better chance of staying in their homes." He promised Democrats he'd "push 
hard to get cramdown into the law," Miller recalls.  

Cramdown would change the law, requiring an act of Congress. But Sheila Bair's incentives could be 
enacted unilaterally by the executive branch.  

Less than a month into his presidency, Obama announced his new plan. "In the end, all of us are paying a 
price for this home mortgage crisis," he told a cheering crowd in Mesa, Ariz. "And all of us will pay an 
even steeper price if we allow this crisis to continue to deepen — a crisis which is unraveling 
homeownership, the middle class and the American dream itself. But if we act boldly and swiftly to arrest 
this downward spiral, then every American will benefit." The program, he promised, would "enable as 
many as 3 to 4 million homeowners to modify the terms of their mortgages."  

Even as he spoke, Treasury Department officials were still scrambling to work out the details — rules and 
calculations that would bear enormous consequences for millions of homeowners like Ramos and for the 
American economy. "We didn't have much on paper at that time," Laurie Maggiano, policy director for the 
new program, would later say.  

In the end, the Home Affordable Modification Program, or HAMP, plucked a few ideas from Bair's carrot 
approach: For example, servicers would receive $1,000 immediately upon granting a modification to 
erase their incentive to foreclose and compensate them for evaluating homeowners' ability to afford the 
modified loan. That incentive was not based on hard evidence. "It was just a guess that $1,000 might be 
enough," says Karen Dynan, a former senior economist at the Federal Reserve.  

But the administration's final plan lacked an incentive Bair considered crucial: having the government 
bear half the loss of any modification that failed. The administration balked. To have taxpayers eat the 
losses caused by deadbeat borrowers was seen as political dynamite. A Gallup poll taken in the fall of 
2008, for example, had found that 79 percent of Americans cited "people taking on too much debt" as the 
main cause of the financial crisis. ("Banks making risky loans" was second, at 72 percent.) Instead, 
Treasury designed the system to pay investors for modifications, but only in increments and only if the 
borrower continued to make payments. The program only "paid for success," the administration boasted. 
On average, investors could hope to reap about $15,000 in subsidies over five years.  

Bair saw another flaw she considered fatal. "In addition to the lack of economic incentives," she later 
explained, "the operational complexity was mind-boggling. The big servicers do not pay or train their staff 
as well as they should. The turnover is very high. That's the reality. You really have to make it simple for 
the program to be operationally effective."  

In her view, the carrot needed to be juicy, sweet and easy to get — because there were no penalties. 
Servicers didn't have to participate at all; if they volunteered for the program, they signed a contract with 
the Treasury Department agreeing to follow the rules in return for the incentives.  

In the view of many on the left, the program put the government in a weak, almost supine position. But 
that was still too much for some on the right, who attacked the plan as a bailout for "losers."  

The day after Obama announced the creation of HAMP to that cheering crowd in Arizona, CNBC 
commentator Rick Santelli excoriated the program in a rant that is widely credited as sparking the Tea 
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Party movement, which jolted American politics to the right. "How many of you people want to pay for 
your neighbor's mortgage that has an extra bathroom and can't pay their bills?" Santelli thundered. Do 
Americans, he asked, "really want to subsidize the losers' mortgages"?  

Cramdown's proponents saw HAMP as merely a first step. Publicly, the administration still supported 
cramdown, but its supporters saw worrying signs. The White House "kept punting" when Democrats 
pushed for cramdown to be attached to larger pieces of legislation such as the stimulus bill, says former 
Rep. Jim Marshall, a moderate Democrat from Georgia and cramdown backer. In private meetings, 
Treasury staffers began conversations with congressional aides by saying the administration supported 
cramdown and would then "follow up with a whole bunch of reasons" why it wasn't a good idea, says an 
aide to a senior Democratic senator.  

The administration feared the consequences for the nation's biggest banks, which had been rescued just 
months earlier. If too many consumers were lured into bankruptcy, they wouldn't have only their 
mortgages reduced. They might very well have other debts slashed, such as home-equity loans and 
credit-card debt. The cumulative effect could devastate the banks, plunging the nation back into a 
financial crisis.  

Cramdown's Democratic supporters needed the president's vigorous support, because the measure faced 
powerful opponents: not just the too-big-to-fail banks but small banks and credit unions. "The community 
banks went bonkers on this issue," says former Sen. Chris Dodd, D-Conn., then head of the Senate 
banking committee. Democratic leaders offered to exempt smaller banks from the legislation but couldn't 
reach a deal. After narrowly passing the Democrat-controlled House, cramdown was defeated in the 
Senate when 12 Democrats joined Republicans to vote against it.  

Some like Rep. Barney Frank, D-Mass., then head of the powerful House financial services committee, 
don't blame the White House for the failure of cramdown. But others certainly do. "Their behavior did not 
well serve the country," says Rep. Zoe Lofgren, D-Calif. It was "extremely disappointing."  

When cramdown failed, Bair felt the complicated, weak incentives in HAMP doomed that program to 
failure: "I think Treasury wanted a press release. I think [Treasury Secretary] Tim Geithner and [then 
Obama economic advisor] Larry Summers wanted to be able to tell the president that they were doing 
something on loan mods."  

"I got all dressed up"  

Ramos' foreclosure made just as little sense to her as Wilshire's actions had. Suddenly, a company 
named Deutsche Bank was suing her. "This lawsuit that has been filed against me was very shocking 
since, I do not know who the plaintiffs are, or ever heard of them," she wrote in a handwritten note to the 
judge. "I have been paying thousands of dollars to another company 'Wilshire Credit Corp' (which never 
returns my calls, or acts upon paperwork they request from me)."  

The full name of the plaintiff was "Deutsche Bank National Trust Company as Trustee for the MLMI Trust 
Series 2007-MLN1." For Ramos, it might as well have been another language. When Merrill Lynch 
assembled her security, it had hired Deutsche Bank, a massive German bank with a large U.S. presence, 
to be the trustee. The trustee's job was to channel payments from the servicer to the investors and act as 
the investors' representative. That meant Deutsche Bank appeared on foreclosure suits as the plaintiff, 
even though it was the servicer, Wilshire, that had chosen to foreclose and hired attorneys to pursue it.  

Ramos tried to get an attorney but found they were either too expensive or said they couldn't help her. 
The Florida Bar ran a project to provide borrowers with free legal help, but it was only for people who 
hadn't been sued by their lenders yet, they informed her in a letter.  

Fighting foreclosure alone has been the norm for homeowners during the crisis. Although many 
jurisdictions don't track the number of unrepresented homeowners, it's clearly the overwhelming majority 
of cases, according to a Brennan Center for Justice report. In New Jersey, for instance, 93 percent of 
foreclosure cases in 2010 had no attorney on record.  
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Ramos did her best to represent herself. One legal-services organization directed her to another county's 
courthouse, where a "self-help" area was set aside for borrowers who wanted to contest their 
foreclosures. No attorneys were there to help, but the court did provide information about the process and 
sample forms. She drove three hours and then carefully followed the model they had there for filing an 
"answer" to the motion to foreclose. In the three-page document she later filed with the court, she laid out 
her case in numbered paragraphs. She was a victim of predatory lending, she alleged. And since she'd 
learned during her long hours of research online that Mortgage Lenders Network had gone out of 
business shortly after her mortgage went through, she alleged there was no way that Deutsche Bank or 
anybody else could have recently acquired ownership of it.  

For her court hearing, she bought a matching skirt and top at a secondhand store. "I got all dressed up, 
because I didn't want to look like a ragamuffin." She even donned heels, a throwback to her department 
store days. She arrived at the courthouse nervous but ready to plead her case. But her hearing had been 
rescheduled, she learned, though no one had told her. She didn't know what it meant. "I thought maybe 
they went through my records and evidence, and that's why it was canceled." At the very least, it meant 
she'd have a few more months in her home.  

!  
Ramos and her partner Dave Backus search for useful objects at the local dump and recycling center. 
(Paul Kiel/ProPublica)  

Three and a half months later, she received a notice that her case was back on. Her hearing would be in 
10 days. In response, she filed a five-page "Motion to Dismiss with Prejudice" and attached about 100 
pages of everything she thought was relevant: news articles and court filings about Mortgage Lenders 
Network, letters from Wilshire and her emails to the governor and FBI about the misstatement of her 
income on her loan application. No one could mistake it for a filing by a lawyer, but she thought it was 
enough to show something was wrong. "I thought the court system would at least question it."  

Her hearing, of which there is no transcript because the Citrus County courts don't transcribe foreclosure 
hearings, didn't last long. Ramos arrived with her neighbor, Dave Shea, but they say a court officer 
wouldn't let him in. She found herself in front of Citrus County Judge Carol Falvey, who was sitting by 
herself at the end of a long table. Wilshire's attorney was on the speakerphone. "I instantly felt 
intimidated," Ramos recalls.  

At one point, Ramos objected that Deutsche Bank hadn't shown it owned the loan. The voice on the 
phone said the company had filed papers showing it had proper standing to sue. Ramos had never 
received them. She remembers the judge saying the attorneys should send her those documents. The 
voice agreed. Nevertheless, the judge signed a judgment of foreclosure.  
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Ramos' home would be sold. None of the accusations she'd made in her filings had been directly 
addressed, either in a written response from Wilshire's lawyers or in the judge's order. "It was like I'd 
never filed the paper," she says. The whole hearing had lasted a few minutes.  

An address and a GPS  

She emerged stunned and confused. She and Shea decided to see those documents themselves. The 
clerk's office was just downstairs, after all. They pulled her case file, a folder of about 200 pages, roughly 
half of which were Ramos' own submissions. What they found in the other documents was bewildering.  

In October, Wilshire's lawyers had filed what they called the "Original Assignment of Mortgage." But the 
document purported to transfer her mortgage from a lender called Mortgage Lender's Acceptance Corp. 
to the Deutsche Bank trust. Her lender had been Mortgage Lenders Network. Who was Mortgage 
Lender's Acceptance Corp.?  

The document gave an address in nearby Ocala. They decided to go check it out.  

Following the directions from a GPS device, they found themselves at an office park. There was nothing 
like a Mortgage Lender's Acceptance Corp. to be found. Hoping to find the building's manager, they called 
the number on a sign advertising space for lease. "We get the guy who's been the manager of that 
building for five years," Shea says. He told them no business by that name had ever been there. 
Convinced they'd found still more fraud, the pair decided to go immediately to the authorities.  

"We walked right in the front door of the state Attorney General's office," recalls Shea. Attorneys from the 
office spoke to them in the lobby for about 20 minutes. "I was hoping they would stop the fraud," says 
Ramos, but instead they asked her to send a written complaint. She says she did so but never heard 
back. Theresa Edwards, a former assistant attorney general in Florida, says the office was inundated with 
such complaints.  

The assignment is unquestionably an error. Mortgage Lender's Acceptance Corp., to start with, was not 
her lender and never had any connection to her actual lender, Mortgage Lenders Network. The 
assignment even has an error in how the wrong company's name is written; the apostrophe is misplaced, 
presenting the name as Lender's instead of Lenders'. A company called Mortgage Lenders' Acceptance 
Corp. was once active in Florida, according to an incorporation filing, but not since the late 1990s.  

Two parties are responsible for the mistake. The first is Wilshire, which employed the woman who signed 
the document. The other is the law firm working on Wilshire's behalf, Smith, Hiatt & Diaz, a large Florida 
firm that handles thousands of foreclosures a year — what critics would call a foreclosure mill. Generally, 
the servicer's attorneys prepare the assignments and send them to the servicer to be executed. Whoever 
actually entered in the wrong lender, Wilshire's employee signed off on it, and Smith, Hiatt & Diaz filed it 
with the court. Attorneys at Smith, Hiatt & Diaz did not respond to multiple calls and emails requesting 
comment.  

That's who's responsible, narrowly defined. The real culprit, as with almost all servicing problems, is the 
bottom line. To save money, servicers usually do not document ownership of a mortgage until it's 
necessary to foreclose. Instead, servicers keep on file blanket authorizations for their employees to sign 
on behalf of the lenders whose loans they handle. As a result, a single servicing employee might sign 
hundreds of documents in a day on behalf of as many as a dozen or more different lenders. Often, that 
low-level employee will sign as a vice president of this or that bank.  

The process has produced laughable errors, transferring the mortgage to "Bogus Assignee" or dating a 
document "9/9/9999." "People just aren't paying attention," says Edwards, the former Florida assistant 
attorney general who now defends borrowers from foreclosure. "They're running them through so quickly 
they make mistakes."  
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While working with the attorney general's office in 2010, Edwards and a colleague cataloged examples of 
the industry's documentation practices in a presentation for county officials titled "Unfair, Deceptive and 
Unconscionable Acts in Foreclosure Cases."*  

At some servicers or companies working on their behalf, employees forged the signatures of other 
employees. The most famous of these is "Linda Green," an actual employee of DocX, a company that 
specialized in document production. Her name, with a signature obviously penned by many different 
hands, adorns tens of thousands of documents filed across the U.S. Green and other former employees 
of DocX, which was shut down in 2010, told 60 Minutes that management instructed them to sign on 
Green's behalf. Last year, one of the servicers that had hired DocX sued the company in a Texas court, 
alleging that more than 30,000 documents had been improperly executed. The servicer, American Home 
Mortgage Servicing, claimed it had been ignorant of what DocX termed "surrogate signing," and is suing 
for damages. Lender Processing Services, DocX's parent company, does not dispute that its employees 
were forging signatures but said the company had gone back to fix the affected assignments and is 
contesting the suit.  

While servicers say employees shouldn't sign another person's name, the servicers insist there's nothing 
wrong with their employees signing on behalf of other companies as long as proper authorization has 
been granted.  

But in some cases, servicers have filed documents without any authorization. Internal documents 
obtained by ProPublica show that the nation's fifth-largest servicer, GMAC Mortgage, did just that. GMAC, 
a subsidiary of Ally Financial, wanted to pursue foreclosure against a New York homeowner, but the 
original lender had gone out of business.  

"The problem is we do not have signing authority," Jeffrey Stephan, the head of GMAC's "Document 
Execution" team, wrote in an email. Stephan went ahead and signed a document purporting to be an 
officer of the defunct lender anyway. A GMAC spokeswoman acknowledged Stephan didn't have authority 
to sign the document and said the company was planning to pursue foreclosure on the loan after it 
resolved the problem.  

The MERS mirage  

What is shocking about Ramos' case — the false transfer of her mortgage from a defunct company that 
had never been connected to her loan — is that it is anything but unusual. Hers and thousands of similar 
cases could be written off as errors, shoddy and outrageous perhaps but mostly unintentional. But 
alongside those errors was something else entirely: The mortgage servicing industry deliberately avoided 
publicly documenting ownership of loans. Indeed, the industry had created a sophisticated strategy to 
avoid filing legal documentation of who actually owns a mortgage.  

The strategy involves a kind of shell company, one that exists to avoid government fees and allow 
gigantic financial institutions to toss mortgages to each other as easily as if they were baseballs. It is a 
system that takes the once public and legal record of ownership — who the homeowner owes money to 
— and embeds it inside a private company.  

The document that transferred Ramos' mortgage to Deutsche Bank is signed by a woman purporting to 
be an "Assistant Secretary" of "Mortgage Electronic Registration Systems, Inc. as nominee for Mortgage 
Lender's Acceptance Corp.," a seemingly hopeless trail of abstractions. But Mortgage Electronic 
Registration Systems, or MERS, is an industry creation. When lenders record a mortgage or assignment, 
they have to pay a fee to a county office. To avoid billions in fees and make it easier to transfer 
mortgages, the industry launched MERS in the 1990s.  

MERS does two things. Its computer system keeps track of loans. But more important, MERS poses as 
the true lender in public records. If a mortgage states that MERS is the lender's "nominee," then MERS 
can take its place — at least on paper. In the county clerk's office, the mortgage is registered not to 
Mortgage Lenders Network or Merrill Lynch or Deutsche Bank or any other institution that actually lends 
money to a homeowner, but to MERS. And any changes in real ownership of the mortgage, such as when 
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Mortgage Lenders Network sold Ramos' mortgage to Merrill Lynch, is recorded only inside MERS, not in 
public records. With MERS, no matter how many times a loan is bought and sold, there's usually no need 
to file anything else or pay any extra fees — until it's time to foreclose.  

The system currently contains roughly half of the nation's active mortgages, or about 30 million.  

Even though MERS has only a few dozen employees, the company has authorized at least 8,000 people 
at hundreds of other companies — typically servicers but also law firms and other companies — to sign 
as officers of the company. That's how Ramos' assignment came to be signed by a Wilshire employee in 
Oregon purporting to be an "Assistant Secretary" of Virginia-based MERS.  

MERS spokeswoman Janis Smith said the Wilshire employee had been properly appointed as a MERS 
officer.  

Maybe, but a number of municipalities have sued MERS, seeking to recoup lost fees and charging the 
company with fraud. The latest and biggest suit, in early February, came from the New York attorney 
general, who charged MERS and three major banks, including Bank of America, of widespread document 
fraud. New York's suit charges that the industry's use of MERS to facilitate foreclosures has led to filing 
"false and deceptive" documents.  

MERS says the system is legal and that it will fight the suit.  

The involvement of MERS explains why Ramos and Shea didn't find any lender at the office park. The 
address listed for Ramos' lender — the no-longer-operating-in-Florida Mortgage Lenders' Acceptance 
Corp. — was actually MERS' registered Florida address at the time. Maintained by a separate corporate 
services company, the address existed merely to satisfy state law and receive mail. In trying to find an 
actual lender at the address, Ramos had been chasing shadows.  

"You feel powerless to help"  

On the morning of April 13, 2009, Sheila Ramos waited at home to hear whether her last chance to avoid 
foreclosure had been successful. This time, she had her own lawyer, who was at that moment arguing her 
case to the judge. Ramos was hopeful. After all, how could a judge give away her home on the basis of 
the phony paperwork she had uncovered?  

That couldn't stand. Finally, they'd have to deal with her. They'd have to acknowledge her loan was 
fraudulent in the first place. After a year of fighting and complaining to every authority she could think of, 
she would finally be heard.  

Just finding an attorney to represent her had been an ordeal. One she'd contacted told her he couldn't 
help but suggested Janet Varnell, a prominent consumer advocate attorney in central Florida, so Ramos 
gave her a try.  

Varnell was hesitant. An experienced litigator, she'd never handled a foreclosure case. The Florida Bar, 
however, had been pushing attorneys to take cases no matter their experience in the area because of the 
overwhelming need in the state. Legal aid organizations couldn't keep up. Varnell, who runs a practice 
with her husband, felt a responsibility to try it.  

"Despite never having done a day of foreclosure defense in my life, I knew better than the average 
attorney what to do," she says.  

And Ramos had a strong case, Varnell thought. Not only was Ramos a victim of predatory lending, she 
thought, but the documents used to foreclose on her were clearly flawed. "There's someone on every 
corner in Florida who's in desperate need of help, so you don't just go running around offering help to 
people who don't have substantial claims," she says.  
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Varnell not only took the case for free but paid the $50 fee to reopen the case. About two weeks before 
Ramos' home was scheduled to be sold, Varnell submitted a motion to cancel the sale, overturn the 
judgment and dismiss the foreclosure suit altogether.  

At the center of her argument was the faulty assignment. Typical of the servicer's last-minute rush to 
collect the documents necessary to foreclose, the assignment was actually dated a day after Smith, Hiatt 
& Diaz, Wilshire's law firm, filed suit against Ramos. The original complaint had asserted that "Deutsche 
Bank National Trust Company as Trustee for the MLMI Trust Series 2007-MLN1" was the holder of the 
note and mortgage, but offered no documentation to support that. Instead, all that had been attached was 
a copy of the note and mortgage made out to Mortgage Lenders Network, the original lender. The 
assignment, dated the next day and filed months later, couldn't fix that problem, she argued. It only made 
matters worse that the assignment was itself obviously flawed, confusing things further by referring to the 
wrong lender.  

The early signs for Ramos were good. Smith, Hiatt & Diaz responded to the motion by immediately 
moving to cancel the upcoming sale. A hearing was quickly scheduled. Varnell would have Judge Falvey's 
ear for a 15- minute phone call.  

Falvey wasn't impressed. Again, because the county does not transcribe foreclosure hearings, there's no 
transcript, but Varnell remembers the judge being dismissive of the flaws in the mortgage's documents. 
The foreclosing party appeared to have the note and mortgage, and that was good enough for her.  

When asked about the ruling, Falvey's assistant said the judge doesn't comment on individual cases.  

Ramos was crushed, and so was Varnell. "Frankly, it came as a shock," the lawyer recalls. "I remember 
crying when I knew the judge was not going to give us our day in court ... crying more for myself because 
you feel powerless to help."  

In the wake of the legal defeat, Varnell struck a deal with the attorney from Smith, Hiatt & Diaz: If Varnell 
did not appeal Falvey's ruling, Wilshire would indefinitely postpone the foreclose sale and evaluate 
Ramos for a modification.  

Knowing what she knows now, Varnell wrestles with this decision. It was a kind of capitulation but a 
realistic one, she thinks. At the time, in early 2009, few Florida state court decisions clearly established 
that the lender needed to clearly establish ownership of the note and mortgage in order to foreclose. "The 
law was not really well advanced at the time," she says.  

Since then, a number of similar cases have made their way to the appellate level. In late 2011, Florida's 
4th District Court of Appeal overturned two district decisions because, as in Ramos' case, the lender 
hadn't executed an assignment before the complaint.  

"If I had been in this situation today," says Varnell, "I probably would have gone on and filed the appeal, 
and I feel I would have won."  

Since losing Ramos' case, Varnell has represented more than a dozen other homeowners and had much 
more success, even getting some of the foreclosure suits thrown out.  

From the perspective of the mortgage industry, borrowers are just finding a "technical legal argument to 
get out of paying your mortgage" by seizing on flawed documents, said Tom Deutsch, executive director 
of the American Securitization Forum, which counts the country's biggest banks among its members. 
When mortgages like Ramos' were sold to Wall Street banks like Merrill Lynch, agreements clearly laid 
out the transfers, he says, and there's no "role for the court there to look any farther than that clear chain 
of title."  

Many judges haven't agreed, sometimes dealing the banks high-profile defeats, as the Massachusetts 
Supreme Court did in early 2011.  
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"They're basically saying, 'Don't hold us to the rules because we're really doing the right thing; just trust 
us,'" says Edwards.  

About a week after Ramos' hearing, on April 20, 2009, Wilshire signed a contract with the Treasury 
Department to join HAMP. As part of its general agreement to follow HAMP's rules, Wilshire would be 
required to review all eligible loans for modifications. Loans in foreclosure like Ramos' were explicitly 
defined as eligible. If Ramos did get a modification through the program, her monthly payments would be 
cut almost in half.  

A constant churning  

HAMP was just ramping up. The Obama administration's foreclosure-prevention program relied almost 
entirely on servicers — and inside those companies, employees were scrambling.  

Wilshire hired Justin Gersey as the HAMP project manager to oversee the company's implementation of 
the government's program. The government's plan to overhaul the servicing business in a matter of 
months was unrealistic, he says, especially for servicers larger than Wilshire. "That's just ridiculous that 
they could expect somebody to turn something around that quickly."  

While hundreds of thousands of borrowers were calling, desperate for help, servicers were taking a triage 
approach to the new program, he says, deciding which guidelines to implement first and which ones to 
postpone. The Treasury Department was developing the program as it was being implemented, so it 
issued new rules and clarifications every so often. "It was this constant churning of things," says Gersey.  

The large servicers were "all basically operating on giant, mainframe systems that are probably 20 years 
old," the legacy of years of cost-cutting, says Steven Horne, who worked as an advisor to Fannie Mae in 
2007 and now runs Wingspan Portfolio Advisors, a company that specializes in handling troubled loans. 
That restricted their "ability to be nimble and adjust quickly to monthly changes in HAMP," he says. "And 
then retrain a staff of 10,000? Very, very difficult."  

In fact, in the first several months of the program, the biggest challenge was just getting someone, 
anyone, at the servicers to pick up the phone. According to government data, borrowers complained 
about this basic problem more than any other.  

Making matters worse was the continuing surge in delinquencies because of the ever-increasing 
unemployment rate. Overall, more borrowers fell behind in 2009 than during any other year of the crisis. 
In January of that year, about 4.3 million homeowners were two or more months behind. By December, 
more than 6 million were.  

The Treasury Department exacerbated the problem by requiring borrowers to send in a stack of 
documents to prove their income, say current and former servicing employees. Servicers were already 
prone to losing borrowers' documents. That the Treasury required servicers to collect borrowers' signed 
tax returns in addition to proof of income such as pay stubs and a written statement of hardship didn't 
help. The requirement was later changed so that homeowners just had to send in a signed form 
authorizing the servicer to request the return from the IRS.  

But critics such as Horne think getting tax returns was unnecessary: "I find it deeply ironic that these 
loans are being underwritten 10 times more stringently for a modification than they were for the original 
extension of credit," he says.  

The voluminous document requirements were put in place to ensure that the homeowners who received 
help were deserving. HAMP would not "rescue the unscrupulous or irresponsible by throwing good 
taxpayer money after bad loans," Obama said when announcing the program. "It will not reward folks who 
bought homes they knew from the beginning they would never be able to afford."  
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Critics see a double standard. "In a nanosecond, we gave over $125 billion to nine big banks, with very 
few effective controls on the money," says Bair, the former FDIC chairman, referring to the Treasury's first 
use of TARP funds in October 2008. "But when we started talking about helping borrowers, then all of the 
sudden we had to be very careful about political pushback."  

All these factors — unprepared, understaffed servicers; evolving and detailed government rules and 
document requirements; and the explosion in delinquencies — created a catastrophe. Administration 
officials had touted the program as a way to ensure that millions of homeowners could be efficiently and 
rationally considered for modifications. Instead, chaos reigned.  

"We have a faxing problem"  

When HAMP was launched, Chris Wyatt was an employee at a company similar to Wilshire: Litton Loan 
Servicing, another small subprime servicer bought by a Wall Street bank, in this case Goldman Sachs. As 
at Wilshire, there was constant pressure to keep costs low.  

HAMP initially seemed attractive for the servicer, he says, because of the taxpayer subsidies it offered, 
such as the $1,000 that government officials guessed might be enough. Litton deliberately delayed 
dealing with some delinquent homeowners until the program was launched, Wyatt recalls, in order to put 
them into HAMP modifications and collect the incentive payments.  

In the first few months of its participation in the program, Litton put tens of thousands of homeowners into 
trial modifications. That was easy, because nothing had to be documented. Under the agreements, if the 
borrower made the lowered payments for the three-month trial period, they'd receive permanent 
modifications.  

The hard part was for Litton to collect the borrowers' papers and crunch the numbers to verify the terms of 
the permanent modifications. That, he says, "turned out to be a total disaster."  

Wyatt led Litton's "Executive Response Team," which was charged with handling customer complaints. 
Litton employees, overwhelmed and undertrained, frequently made basic errors when calculating a 
homeowner's income, he says. HAMP guidelines often weren't followed, because Litton was "way 
understaffed" and couldn't keep up, he recalls. But the worst part was the way Litton dealt with 
homeowners' documents, he says.  

When homeowners faxed their documents, they didn't go to Litton, Wyatt says. They went to India, where 
a low-cost company scanned and filed the documents — but often misfiled or lost them. Wyatt says Litton 
routinely denied modifications because homeowners had not sent their documents when, in fact, they 
had.  

In a process internally referred to as a "denial sweep," Litton's computers would automatically generate 
denial letters for every homeowner who, according to Litton's records, hadn't sent their documents. But 
untold numbers of those documents had been lost on another continent. Wyatt complained about the 
practice in multiple meetings with senior management, he says, but managers were chiefly worried about 
reducing the overwhelming backlog.  

In general, Wyatt recalls, Litton was much more careful about granting modifications than denying them. 
Yes, HAMP gave financial incentives for each modification Litton and other servicers made, but 
modifications also meant closer scrutiny from the program's auditors.  

As of the end of 2010, fewer than 12 percent of the borrowers who'd applied for a HAMP modification with 
Litton were granted one. The vast majority of those denials, Wyatt says, were not legitimate. Goldman 
Sachs' emphasis on maximizing profits rather than preventing foreclosures is typical of the servicing 
industry, he says, particularly the larger banks.  
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"They could have addressed the crisis way earlier. Had companies changed their philosophy and said, 
‘You know what? We're not going to beef up our collections staff; we're going to beef up our loss 
mitigation staff.' Had they done that and come up with loan modification scenarios that were reasonable 
and put people into more affordable payments early on, we wouldn't be where we are now."  

A spokesman for Goldman Sachs said the company disagreed with Wyatt's account but offered no 
specifics.  

At Bank of America, by far the country's largest servicer, an employee who works in one of the bank's 
many call centers finds the process as mystifying as do the borrowers to whom he speaks every day.  

The employee says homeowners have been regularly routed to him after being rejected from HAMP for 
unclear reasons. Sometimes it's news to them they'd been denied at all.  

He says he's learned not to put any stock in those previous denials — the income information in Bank of 
America's system entered by some other employee in another department is often incorrect. The best he 
can do, he says, is to persuade the homeowner to start over with him.  

Of course, homeowners are typically weary after months of mistakes, denials and lost documents. A little 
more than a year after HAMP was launched, ProPublica surveyed almost 400 homeowners. The average 
respondent had been seeking a modification for more than a year, sent in the same documents six times 
and spent several hours each month on the effort. So, when the Bank of America employee asked such 
homeowners to start all over again, well, it took some coaxing.  

"I would say to them, ‘Listen, I've gotta get some documents.' They'd be like, ‘Oh no, please don't ask me 
for documents.' I'm like, 'Listen, I know what you've been through. We all know we have a faxing problem 
here. Just resend them. I'll look for them in three days,'" he says. If they weren't in his system, he'd ask 
the homeowner to resend them, he says. Three days later, he'd look again. "Usually by the third time, I'd 
get it."  

Why does this employee wait three full days to look for a fax instead of just walking over to the machine? 
Because Bank of America, like Litton, uses a company in India to scan and file documents that borrowers 
send. Those papers get lost all the time, he says.  

"The whole documentation collection thing has got to be purposely not funded. Like, I can't get a fax. I 
work for a huge bank that has tons of money, and you're telling me that I can't get a fax?"  

The disorganization provides numerous opportunities for borrowers to be denied a modification. And 
because it's so much easier to decline than approve a modification, many employees have taken 
advantage of those opportunities. As he recalls one of his colleagues putting it to him, "I'm in the declining 
business."  

Bank of America did not respond to questions about the employee's account.  

The wave hits prime borrowers  

As the economy collapsed, hundreds of thousands of Americans lost their jobs, and suddenly, it wasn't 
just subprime borrowers like Ramos whose homes were in jeopardy but homeowners with prime 
mortgages, those given to borrowers with good credit. Today, nearly twice as many prime as subprime 
borrowers face foreclosure.  

Thomas Sanderson of Chicago was among the hundreds of thousands of prime borrowers calling his 
servicer in the first months of 2009. A civil engineer who ran his own consultancy, he has a college degree 
and far more financial and legal sophistication than Ramos. But the recession dealt a mortal blow to his 
business, and he'd fallen a couple payments behind before he found another job.  
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Modifying Sanderson's loan should have been an easy call, saving investors far more than a foreclosure 
would cost them. After all, he had a new job and could make his monthly payments again. He just couldn't 
catch up on the back payments, he says.  

But instead of helping Sanderson avoid foreclosure, Chase pushed him into it. A bank employee told him 
to make payments on a HAMP "trial" modification, but when the lower payments made him fall even 
further behind, Chase launched a foreclosure suit. In the end, it took almost two years and more than 200 
conversations with Chase employees, he says, before he finally won an elusive modification. He has 
pages of notes detailing his talks with Eric, Dustin, Cathy, Leanne, Lucille, Angela, and on and on. He was 
successful, he says, only because he played hardball.  

After Chase's lawyers filed suit against him, an assignment was executed transferring his mortgage from 
his original lender to the 2004 security into which his loan had been bundled. It was signed by a notary 
and two employees of Lender Processing Services purporting to be vice presidents of MERS.  

Through a listserv for borrowers facing foreclosure, he found others with the same signatories who were 
investigating their paperwork. One man had sent off to get the notary's application from the state of 
Minnesota, and offered to share it with Sanderson. When Sanderson put the application, which bore the 
notary's signature, side by side with his assignment, he found the signatures bore no resemblance to one 
another, raising the question of whether the notary's signature had been forged. That all three signatories 
were employees of Lender Processing Services, the parent company of DocX, only increased his 
suspicions.  

A spokeswoman for Lender Processing Services declined to comment on the documents.  

Nevada's attorney general recently filed suit against Lender Processing Services, alleging widespread 
document fraud, among other things. The company says the charges are untrue but is in settlement talks 
with the attorney general.  

In the 20th month of his quest for a loan modification, and after yet another denial, Sanderson finally lost 
his patience. For most of that time, he'd been making payments, though sometimes Chase had rejected 
them. He'd also been paying his second mortgage, a smaller monthly sum that was also with Chase. He 
threatened to stop paying both, he recalls. He told a Chase employee he'd fight it out in court.  

"I was like, ‘Screw you guys. I'll stop paying and drag this out forever and live for free,'" he says. He 
mentioned the suspicious mortgage assignment and problems with the note. "Boom! Right after that, they 
sent me a permanent modification."  

The modification, which he signed and has been paying since, set his payments to about what he'd been 
paying before he fell behind. Like the overwhelming majority of modifications since the launch of HAMP, 
his was achieved outside the program.  

Christine Holevas, a spokeswoman for Chase, didn't respond to Sanderson's experience other than to 
say the company was "pleased we were able to provide the borrower with a modification" and that 
recently Chase had significantly reduced its backlog of customer complaints.  

HAMP's false hopes  

Under HAMP regulations, Ramos should have been automatically considered for the program. And of 
course, Wilshire's attorneys had pledged she'd be reviewed. But Ramos and Varnell, her attorney, heard 
nothing from the company. Meanwhile, Varnell wasn't optimistic about her prospects for a modification 
even if she was reviewed.  

Since the summer when Wilshire had first launched foreclosure proceedings, Ramos' brother had passed 
away, leaving the family with less income. That and Ramos' past dealings with Wilshire didn't give much 
reason for hope.  
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Indeed, in Ramos' security, very few 
homeowners had won modifications. Every 
month since the security was issued in 
2007, its trustee, Deutsche Bank, has 
issued reports for the investors. Those 
reports do not show a single modification 
until September 2010. By that time, a year 
and a half after HAMP's launch, more than 
a third of the loans in the security had 
already been foreclosed on.  

Foreclosures and Modifications  
in the Security that Includes Ramos' 

Mortgage  

Simon, the spokesman for Bank of America, 
argues that the reports were likely 
inaccurate."Wilshire was 
very active in modifications and other 

workout programs from the start of the economic crisis and well before the introduction of HAMP," he 
says. “The apparent lack of modifications in the securitization pool may be a reflection ofhow they were 
reported [to Deutsche Bank]," he said. "Wilshire may not have specifically flagged them as 
‘modifications.'"  

(Bank of America acquired Wilshire when it bought Merrill Lynch in late 2008. In early 2010, it sold 
Wilshire to IBM but retained servicing for all the loans that Wilshire had been handling.)  

There's not much evidence that Wilshire really was "very active in modifications." A recent analysis by 
Amherst Securities, a firm that provides research on mortgage-backed securities, showed that Wilshire 
had been the stingiest of all the major subprime servicers on granting modifications. The analysis found a 
similar tendency at Bank of America's other subsidiaries, which all ranked at the bottom of a list of 19 
servicers. Bank of America declined to respond to questions about its servicers' low rate of modifications.  

Sources: Deutsche Bank trust reports, ProPublica analysis 

Some homeowners have sued Wilshire, alleging it ignored HAMP's rules. In Florida, a married couple in 
the same security as Ramos endured a similar ordeal. Wilshire had led the couple to believe they were 
being evaluated for HAMP but pursued foreclosure anyway, according to their appeal of the foreclosure 
judgment. They also allege that Bank of America, which assumed servicing for the security in 2010 from 
Wilshire, was no better and sought to sell the house while they were still waiting for an answer to their 
modification application.  

Their appeal centers on the servicers' false promises and a flawed mortgage assignment similar to 
Ramos'. In this couple's assignment, the lender appears to be accurately named, but as with Ramos', the 
assignment was executed after Wilshire launched the foreclosure suit. The couple's attorney, Daniel 
Rock, argues that the late assignment means the plaintiff (Deutsche Bank National Trust Company, As 
Trustee for The MLMI Trust Series 2007-MLN1) never had standing to sue, so the foreclosure should be 
thrown out. He adds that the couple isn't looking to get a free house, just a modification. "For goodness' 
sake, it's just silly not to take these people. They're well off enough to cover the debt service."  

Bank of America's Simon says the company doesn't comment on pending litigation.  

Overall, HAMP has fallen well short of the administration's goal of helping 3 to 4 million homeowners. As 
of January 2012, 951,319 homeowners had received modifications under the program, while more than 
21⁄2 million had been rejected.  
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Administration officials have argued that, by and large, most of those rejected simply didn't qualify for the 
program. The main culprit is widespread unemployment, they say; HAMP had been designed in response 
to the subprime crisis and its unaffordable loans, not to help prime borrowers reeling from job losses. 
Under this theory, most people simply didn't make enough to afford even modified payments.  

The underlying assumption, of course, is that servicers have been correctly denying applicants — despite 
the widespread outcry from homeowners and housing counselors about wrongful denials. Indeed, 
according to the Treasury's own numbers, the most common reason servicers have cited for rejecting 
homeowners is that they failed to send in all of their documents. Given servicers' notorious tendency to 
lose papers, there's reason to think many of those denials were illegitimate.  

Oversight of the program has been astonishingly lax. When servicers signed contracts with the Treasury 
to participate in the program, they agreed to submit to inspections by government auditors. In 2010, 
through the Freedom of Information Act, ProPublica sought the audits for 10 of the largest servicers in the 
program. After stonewalling the request for more than a year, the Treasury finally agreed to release only 
the audits for one servicer, GMAC, the fifth-largest, because the company had explicitly consented to their 
release. The other companies refused, and the Treasury continues to withhold audits of those servicers.  

The documents showed that GMAC hadn't undergone a major audit until more than a year into the 
program. When an audit report was finally completed, it found that GMAC had seriously mishandled many 
loan modifications, miscalculating homeowner income in more than 80 percent of audited cases, for 
example.  

Yet, GMAC suffered no penalty. GMAC itself said it hasn't reversed a single foreclosure as a result of a 
government audit.  

Treasury has sent mixed messages about its ability to penalize banks over the course of the program, 
threatening "monetary penalties and sanctions" in late 2009 and then saying it lacked the power to 
enforce such penalties. Throughout, Treasury has reacted to rule violations by requesting that servicers 
make improvements. Treasury finally departed from its cooperative approach in the summer of 2011, 
more than two years after HAMP's launch, when it withheld incentive payments from three of the top 10 
servicers. (GMAC was not among them.) The companies would not receive the public subsidies for 
completing modifications until they made certain changes. By March 2012, all of the withheld subsidies 
had been released.  

Nearly three years after the introduction of HAMP and several months after federal regulators required the 
major banks to improve their operations, any improvements seem meager. Servicers now must provide a 
"single point of contact" model, meaning that borrowers, instead of having to call an 800 number and 
never reaching the same person twice, must have one person in charge of their application.  

The current Bank of America employee says he's supposed to be the borrower's source of information, 
but he frequently finds himself searching for answers his managers can't provide. He and his colleagues 
could use a "single point of contact" themselves at Bank of America to get answers, he says. "We are 
absolutely clueless."  

Training was inadequate, and a new computer system spits out tasks for him to complete that he often 
doesn't understand. "All we do is talk to the customer and give them excuses all day."  

"I gave it my biggest fight"  

In June 2009, Ramos finally decided to give up and move out. Wilshire could seek again to sell the home 
at any time, Varnell told her. Ramos was also haunted by what it actually looked like to be kicked out of 
your home.  

That February, she'd been startled to see several of her neighbors' belongings lined up along the curb. 
The Pillas, who lived just two houses down from Ramos, had been evicted that day and were trying to 
keep hold of what they could without a moving truck. "A lot of people came by thinking it was garbage," 
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said Vito Pilla, 63, a disabled Vietnam vet who's been fighting throat cancer for several years and lived in 
the house with his wife and teenage triplet boys.  

The couple had fallen behind when his wife injured her back around the same time that their mortgage 
payments had jumped. Pilla knew he was facing foreclosure but thought it might be delayed because he 
was still in communication with his servicer, Wells Fargo. A Wells spokeswoman says the servicer had 
made "multiple attempts to help" but that "we were unable to find an option to keep the borrowers in the 
home."  

What the family hadn't managed to get out of the house was put out near the street. "A little at a time is 
what we did during the day," Pilla says. Forced to choose what to save, they prioritized family heirlooms.  

Ramos remembers salvaging wedding pictures from among the piles of possessions to make sure the 
Pillas kept them. "We didn't want to go through that," Ramos says. The only way to be sure they'd avoid it 
was to move first. "All these people was depending on me, and I gave it my biggest fight to save that 
home, and I couldn't."  

Fortunately, Ramos had somewhere to go. Her longtime partner, Dave Backus, owned a plot of land on 
Hawaii's Big Island. It was way up in the north, a rural area far from any resorts and beaches. Ramos had 
planned on eventually selling her Florida home and using the proceeds to build a home there and retire, 
but now it would have to serve as is. With no structure on the property, they'd have to pitch tents.  

Even so, it was clearly the best option for the family, says Stacey O'Rourke, a child welfare services 
counselor with the nonprofit Devereux who worked on the case. Ramos had approached the organization, 
which is licensed by Florida's Department of Children & Families, for help. "We try to keep children in their 
homes," O'Rourke says. But if Ramos had lost the house and stayed in Florida, she says, "The kids 
would have ended up in foster care." Since Ramos had adequately cared for the children for several 
years and "wanted so bad to keep these kids," it was a no-brainer to keep them together.  

The problem was getting Sheila, her mother and all three children to Hawaii.  

!  
Ramos in the tent that she uses as a kitchen. (Paul Kiel/ProPublica)  

O'Rourke put together a fundraising effort that included an article in The Citrus County Chronicle: 
"Grandmother, family lose home." It's something O'Rourke says she hadn't done before and hasn't done 
since. "It was a desperate situation that called for desperate measures." O'Rourke says she raised about 
$1,800.  
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With Backus covering the plane tickets, the funds helped get new tires and gas for the car to drive first to 
Alabama, where they put their most valued possessions in storage, and then to Atlanta, where their flight 
departed.  

On the first night of their new life, Backus, lit by flashlight, mowed a patch of land to pitch a tent. They had 
running water but little else. They cooked on a camping stove and kept their perishables in coolers. To 
shower, they warmed water over the fire pit and then hauled a bucket back into the woods, where they'd 
rigged a makeshift shower on a tree. Everyone shared the one outhouse they'd built in the woods.  

Over the past 21⁄2 years, they've built the campsite into a full-fledged settlement. Several large tents built 
of tarps, canvas, bungee straps, rope, wood and metal poles are spread over one corner of their 20-acre 
plot. There's a kitchen tent, what might be called the master bedroom tent about 20 yards away, and a 
few others where the children and Ramos' mother sleep. Backus is a capable builder, and now everyone 
has access to a real shower and a flush toilet.  

Near the end of their first year, they finally got electricity. Now they have a washer, dryer and refrigerator. 
Ramos and Backus make frequent trips to the local dump to look for discarded or donated items to 
salvage.  

The kitchen, with its sink, hanging pots and pans and oven, seems like any other kitchen except for the 
lack of walls. The hilly plot overlooks the ocean, and on a nice day — and most days there are nice — 
you can understand why Ramos would say, "I don't know if I'd want to go back to the house at this point." 
The family has even been joined by a cousin of Ramos', a retired federal employee who lives there with 
her husband, because what's left of her retirement wasn't enough to live comfortably elsewhere.  

Four months after Ramos left Florida, Wilshire's attorneys again sought to foreclose on the home. 
Together with the various foreclosure and late fees, the interest that had been accruing since Ramos 
made her last payment in early 2008 added up to a debt of $314,000 — about $52,000 more than the 
original loan. While the home had been appraised at $403,000 in late 2006 when the loan was made, it 
was worth nowhere near that when it was put up for auction in December 2009. As a result, Wilshire 
chose instead to take possession of the home and sell it later.  

The next month, it was listed for $204,900. It stayed on the market for six months until it finally sold for 
$171,500.  

The security's investors bore the loss, not the servicer, which recouped all fees and expenses.  

A subsequent report to investors listed the realized loss from Ramos' mortgage as $167,430, 64 percent 
of the original loan.  

Epilogue  

In the fall of 2010, three years into the foreclosure crisis, federal and state law-enforcement agencies and 
banking regulators finally cracked down on banks. Servicers had admitted that they'd filed tens of 
thousands of false affidavits to courts in foreclosure cases across the country. Employees had sworn 
they'd personally examined borrowers' information when they really hadn't.  

The revelation prompted investigations beyond just robo-signing, as the practice was dubbed. Suddenly, 
longstanding servicer abuses and problems, which had been allowed to endure without serious 
consequences, were getting new scrutiny.  

In February, a coalition of 49 state attorneys general and the federal government announced a $25 billion 
settlement with the five biggest mortgage servicers. Along with widespread problems with foreclosure 
documentation, investigators had found a raft of servicer abuses, including charging bogus fees, 
improperly denying modification requests and giving false information to borrowers.  
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Still, the outcome from the settlement is mainly forward-looking. The banks agreed to follow a new set of 
rules for homeowners applying for modifications in 2012 and beyond. This time, violations would be 
punished, law officials said. "If people are eligible for a loan modification, the banks won't screw up those 
decisions anymore," said Iowa Attorney General Tom Miller.  

For homeowners like Ramos who've already lost their homes, of course, the new rules come too late. The 
settlement will offer them a small sum, about $2,000 on average, as compensation.  

Separately, federal banking regulators are overseeing a massive "Independent Foreclosure Review." The 
review covers homeowners who were in the foreclosure process at any time in 2009 or 2010. Accordingly, 
both homeowners like Sanderson who didn't lose their homes and those like Ramos who did will be 
eligible — about 4.3 million in all.  

To conduct the reviews, the banks have hired outside consultants, which in turn have hired hundreds of 
temporary employees to do the work. That's angered some members of Congress, who noted that job 
postings for the temp spots call for some foreclosure or mortgage servicing experience but little else. For 
the banks, the review and settlement are a way to put the foreclosure crisis behind them.  

When we sent Bank of America a list of 26 questions about Ramos' case, the spokesman Simon declined 
to respond point by point. Bank of America believes Wilshire appropriately handled her loan, he wrote, but 
"we are suggesting that Ms. Ramos and others who raise similar concerns consider applying for the new 
government-mandated and -monitored independent foreclosure review. We believe this will be a more 
productive, fair, conclusive and efficient pursuit for everyone than continuous give-and-take around 
pointed questioning and speculation inherent in the reporting process."  

For Ramos, the review is likely to be the last word on her foreclosure. She plans to submit the "Request 
for Review Form," on which she'll argue that Wilshire mishandled her account in a number of ways, didn't 
appropriately review her for a modification and filed faulty documents to foreclose on her. A temporary 
employee of Promontory Financial Group, the consultant hired by Bank of America, will likely be the one 
to review her claims against Wilshire's file. Eventually, probably sometime in 2013, Ramos will receive a 
letter. It will inform her of the exact dollar amount of the "financial injury" she suffered through the process, 
and if the number is above zero, a check will be included.  

The decision will be final.  

Olga Pierce and Karen Weise contributed reporting to this story.  

*Edwards and a colleague, June Clarkson, were forced to resign their positions in May 2011, a few 
months after a newly elected attorney general, Pam Bondi, took office. Critics alleged the move was 
meant to quash the duo’s foreclosure fraud investigations. Top officials hired by Bondi said the pair was 
fired for performance issues. In response, Edwards and Clarkson have pointed to a positive performance 
review from their direct supervisor. A state inspector general report cleared Bondi of wrongdoing.  
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